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SUBJECT: Contract Debt Collection

Over the past few years, the DOD Inspector General and the General Accounting Office have
identified a number of problems associated with the contract debt collection process. Some of
the problems are a result of confusion about procedures, authorities and responsibilities due to
organizational and functional changes within DOD. We continue to experience problems
regarding contract debt deferment/installment authorities, responsibilities and procedures.

In a January 13, 1995, memorandum, OUSD (Acquisition and Technology (A&T, DPKPF))
provided guidance on authorities, responsibilities and processes regarding contract debt :
collection. This guidance is based on statutory and regulatory provisions and requirements. It
remains valid. Other current references include: the Federal Acquisition Regulation (FAR); the
Defense Federal Acquisition Regulation Supplement (DFARS); the Financial Management
Regulation (FMR), Volume 10, Contract Payment Policy *and Procedures; FMR, Volume 5,
Disbursing Policy and Procedures; and, DLAM 7000.1, Accounting and Finance Manual.
Additionally, the DOD Contract Finance Committee is considering recommending changes to
DFARS that detail and coincide with the guidance in the attached document and in the following
paragraphs.

Contracting Officers (COs) do not have the authority to defer debt collection, or to waive,
compromise, offset, or suspend collection of a debt or interest due the government. The
authority to approve or disapprove contract debt deferment requests including debts on contracts
administered by DCMC, rests with the Office of Comptroller, Defense Logistics Agency. This
authority has not been delegated. The only exception to this policy is that a deferment request on
a Military Service issued contract terminated for default will be decided by the Military Service
Contract Financing Office. Any contractor request for deferment of debt must be promptly
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forwarded, along with the required information specified in the FAR (32.613) and the CO’s
recommendation, to the Defense Finance and Accounting Service - Columbus Center (DFAS- l
CO), ATTN: DFAS-CO-FD, P. 0. Box 1823 17, Columbus, OH 43218-23  17 with a copy to
Defense Logistics Agency, ATIN: FOX, 8725 John J. Kingman Road,Suite 2533, FT. Belvoir, 1
VA 22060-622 1. DFAS-CO-FD serves as the financial/collection control focal point, ensures the
debt is recorded in the Defense Debt Management System and forwards the request to DLA.
When a deferment decision is made, DLA will communicate that decision to the contractor as
well as to the CO and DFAS-CO-FD.

When a contractor’s request for deferment is forwarded to DFAS and DLA, the responsibility
for action on the debt has also been transferred. Accordingly, the CO will not negotiate or
finalize any settlement with the contractor involving the-disputed debt without prior coordination
with the DLA Comptroller’s Office and the DLA Offke of General Counsel. Additionally, COs
cannot direct collection or hold invoices when a contractor has requested a deferment or a
deferment has been approved.

As in the case of deferments, COs do not have the authority to enter into installment
agreements with contractors. All contractor requests for installment agreements must be
forwarded to DFAS-CO-FD (same address as above) along with the CO recommendation and the
information specified in FAR 32.6 13. DFAS-CO-FD has authority to approve installment
agreements provided the contractor admits liability for the debt. If the contractor does not admit
full liability for the debt, a copy of the request must be forwarded to HQ DLA (see address
above). Additionally, DFAS-CO cannot disapprove an installment request without having the
approval of the DLA Comptroller’s Office.

Questions may be directed to Mr. B. W. Hausler at DSN 427-7253 or (703) 767-7253 or
Ms. Paula Fields at DSN 427-7206 or (703) 767-7206.
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cON!CRACT DEBT COLLECTION

I. -TIWOP-DEBTS

A. RJwPo4sIEILImEsr

The contractiag officer is responsible for determining the
principal amount of most contract debtr. The comptrpller of the
DepartmentoragexWyconcernedisrespon8 ible for accounting for
debts, deciding on deferaents, and collecting contract debts.

8. Is- 01-t
J

1. Daands for ~tshallbeimuedas soonas the
&ntracting offim hail determined  the amount of refund due.
Such a detezminatitioa is a finaldecisioa,  and issuing
%meliminary* decirions am abmsia fordananda for payment is
prohd.bited. If t-lw Ca%XaCting  offices does not know the fullactent  of a debt .(*.g., wbal there i8 8 default tox=dAatioA),
demand thm mount hhuun to m am& Iafonn the contractor of the
incr~~Iu~0ftho~,~~t&8~when
thfull-~tmarar.

2 .  osruadifar~tofdqbts8hal1‘bebmmdasbusiness
letterrr; t&y rhnll mot be incorporated into conttact
modificatiorm. It is aocqkable to include the - in the
contracting officmr'r final decision. ale dmmnd 8ha11. CcwlplY
with the rsquirmmts irr FAR 32.610(b), and any okbez
tequirenbent8  of the FAR er DPARS related to the sgm&fiC trpe 0:
debt (e.g., ?AR lS.804-7 (b)(7) for clefectivm pricing and BAR
30.602-2(c) for Cost &counting Smndards (cm) noncotnpliances) .
The demand &all direct the contractor to raake papnmnt for the
debttotheplaymmt oftie. or, in the case of tarlninatiorro  for
default. to the accounting office.

3. Rvm t2mugk.a debt will be &he subject of a bilateral
modification, the wtracting officer aPurt #till issue a demand
for paymeAt. The best prictice is to aend the demand  letter with
thebilateral modification to the contractor for signature.

- a
4. The contracting officer shall send‘: copy of each demand

to the payment office and request acknowledgmemt of receipt.
Contracting officers shall provide the payment office with a
distribution of the principal.amomt of the debt by
agpropriation, preferably attached to the payment office copy of
the demand letter. The doobtigstion of funds on an SF 30
(Bnt of Solicitation/Modification of Contract) does not
Provide sufficient notice of debt disposition.
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5. The contracting officer shall follow-up periodically '
with the payment office to onsurc that contract debts have been
collected and credited to the proper appropriations.

c. DEBTSARISIR0= DZFECTIVEPRICIHGORCASNONCOMPLIczcwCES:‘

1. Unlike most contract debts which accrue interest only if
not paid within 30 days of-the date of the contracting officer's
demand, debts arhing from defac5:ive  pricing and CM
noncompliances have interest charges from the date of,cwerpayment
by the Government to the date of repayment.by the contractor (see
PAR 15.804-7(b)(7) and 30.602-2(c)(Z)). Therefore, when iwuing
a demand letter, the best practice is to identify sepayately the
overpaymentprincipul amount, the interest Mount calculated
through a specified datr, aad any papalty amount. llre demaml
letter should also include a &sterner& that interest will
Continue to accrue until repaymeei8fMde~ Acopyof this
damand letter shoul43 be 8-t to the payment office. %lae gamt
Office will refund titereat ti mlty mt8 to m U.S.
~mmury,w&ilopAacip8l amuntswillkcnditedto  the
original agprogrirtiaa or to BSbceUawoum Rooaipta .

2. The iporrnt of the ooatract price rebctiw uui the
COlatr8ctdmbtwillaotk tha8mm. Fax-lo, if defective
opicing i.a faundafter~tirldmlivmrioshaveb&npI~d  forby

?z -
t, thmcaatract~officrrautcalculato  thedet-

th8~tOfOV8Z34&~t,tit8r8StQIlth8OV2tpay#rrt
tk&h a mified date, and any pamalty amount. me contract
price willbereducodbythetotal amount of defec@.ve pricing
determined by the cotltrrcting officer. -

3. Interest and penalty assebsments  for defective Pricins
Md CAS non~liancso are required by statute. Those am0uxxk
cannot be aegotiatad away in 'bottom line' Bettlement8, aad
COAtraCtdg OffiCerm are AOt BUeborizd3d to l#aivt tbbse ChUfJW Or
offset thm againrrt awnants owed the contractor, contractincr
oitficers may mot accept crmdit8 or adjwtmmtr on COAuact8  AOt
affected by defective pricing Or CAS n0ncompliurc~ instmd of
obtaining.price  reductions on the affqcted contract%. Such
action could result in illegal rugmentatioa of appropriations.

e
II. -St, lcanmt, OR stlsPLBSIol# OlF,mmTS, ImSF=sTI OR
P-TIES

A. AUTHORITY:

Contracting officers do not have the authority to
compromise, waive, or suspend collection of a debt. Any decision
to SmDend or defer collection action, accept an installment
Payment arrangement, or compromise the amount of ths debt must be
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a~& by the cwzfract Pinancing Otfico or, Li some situaEios6, by
the Gonerd -hccouatibQ Of tica. c4muacter  YeQuest for my w
of dcfezmcmt or CdlptoIlibe Of a debt 8&&d be hurdled
expcditiausly in aaco%daWC tith the pmco&xcs at PAN 32.613, I
32.616. ad DPWS 232.6%6. ‘Rho. colrtracfifg off 5eer s&U- Xorvayd
dexermeut  raquosts to the Ccmtract Piaaceag CU&ce og thr
DCpU~tOT~barsbtc~i~oa~~~deftmentiri
accordance tit21 DRABS 232.610 Ib) I3 1. Coatract  Pinanoiag OHices
are 8st Earth 6t n 232.lOB.
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